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The Honorable Chair and Members PUBLIC LTie JTiES
of the Hawai‘1i Public Utilities Commission COMMISSION
Kekuvanao®a Building, First Floor
465 South King Street
Honolulu, Hawai'i 96813 Oen (og
| o (IS
Dear Commissioners: Sy

Subject: Hawaiian Electric Companies’ Treatment of the Decoupling Revenue
Included in the RBA Balances Impacted by 2017 Tax Cuts & Jobs Act

This letter is to inform the Commission that the Hawaiian Electric Companies’’ Schedule B _
(“Summary of Accumulated Revenue Balancing Account™) in its decoupling filings has been revised
as a result of the 2017 Tax Cuts & Jobs Act effective for years ending after December 31, 2017. The
new provisions of IRC §451(b) supersede the prior tax method of deferring revenue recognition of
revenue balancing account (“RBA’™) revenues for which the Companies obtained approval from the
Internal Revenue Service (“IRS”) in April 2014. The new provisions result in the elimination of
accumulated deferred income taxes (“ADIT”) associated with these revenues.

2014 Interest on Net-of-Income Tax Basis

On May 6, 2014, the Companies informed the Commission that in accordance with Decision and
Order No. 31908, the Hawaiian Electric Companies received approval from the IRS to change their
accounting method from the book method of RBA revenue recognition to a recognition method
based on when rates are adjusted for the RBA, effective January 1, 2014.

Accordingly, in May 2014, the Companies initiated downward adjustments to the RBA balance for
the related ADIT and computed interest on this net-of-income tax RBA balance for the period
January 1 - April 30, 2014. Starting with May 2014, the Companies updated Schedule B to calculate
interest based on a net-of-income tax RBA balance.

2017 Tax Cuts & Jobs Act — Change in Treatment

On December 22, 2017, the 2017 Tax Cuts & Jobs Act was signed into law to be effective for tax
years ending after December 31, 2017. In accordance with the new IRC §451(b), “...the all events
test with respect to any item of gross income (or portion thereof) shall not be treated as met any later
than when such item (or portion thereof} is taken into account as revenue in... an applicable financial
statement of the taxpayer...”

This chunge supersedes the RBA tax accounting treatment {(deferred until received in rates) that the
IRS approved for the Companies on April 21, 2014 and that the Commission adopted in Decision and
Order No. 31908 in Docket No. 2013-0141 (Decoupling Reexamination Proceeding).

' The “Hawaiian Electric Companies™ or “Companies™ are Hawaiian Electric Company, Inc. (“Hawaiian Electric™).
Hawaui'i Electric Light Company. Inc. (“Hawai'i Electric Light”). and Maui Electric Company, Limited (“Maui
Electric™).

Hawaiian Electric PO BOX 2750 / HONOLULU, H! 96840-0001



The Honorable Chair and Members

of the Hawai‘i Public Utilities Comimission
June 6, 2018
Page 2

IRC §451(b) eliminates the book tax temporary difference for which ADIT was provided but allows
a transition 1o the new law, by amortizing the deferred RBA income (on which the RBA ADIT
balance at December 31, 2017 is based) into tuxable income over the next four years. Consequently,
the ADIT adjustment to the basis for calculating RBA interest will decrease over this four year
period down to zero by the end of 2021. The change captures the impact on cash flow related to the
RBA net of taxes and results in a higher RBA interest charge calculated on the full RBA balance.

Schedule B Changes

In April 2018, the Companies adjusted the March 31. 2018 RBA balance for the change in
accounting methodology as a result of IRC §451(b) retroactive to January 2018, when the ADIT
adjustment began. They recalculated the January to March 2018 RBA balance, subject to interest,
and made an upward adjustment to “true-up™ the RBA balance in April 2018.°

Starting with April 2018, Schedule B was updated to calculate interest based on the full RBA balance
net of the RBA ADIT balance per the provisions of IRC §451(b). See Attachments 1 — 3 to this letter.

e Column g — RBA Balance Before ADIT — represents the beginning RBA balance (column b)
plus the Variance to RBA (column e) plus the Adjustment for prior year RBA accrual
(column ).

e Column h — ADIT Related to RBA Revenues — reflects the declining balance of the RBA
ADIT balance as of December 31, 2017. The RBA ADIT balance will be amortized over the
next 4 years on a monthly straight-line basis with the effect of reducing the tax adjustment
balance down to zero by the end of 2021.

¢ Column i - Net Ending Balance — represents the RBA Balance Net of ADIT (column g +
column h).

¢ Column j - Average Balance Subject to Interest — the balance subject to interest is based on
the average of the prior month Net Ending Balance (including Interest) plus current month
Net Ending Balance. :

e Column 1 - The calculation of the Ending RBA balance excludes the declining RBA ADIT
balance (column h). The declining RBA ADIT balance is only used to calculate interest
under the provisions of IRC §451(b).

Very truly yours,

—Zon G

Dean K. Malsuura
Manager. Regulatory Rate Proceedings

Enclosures

* As shown in Attachments 1-3 {Note 3), the RBA Balance was trued-up in April 2018 by $4.510 for Hawaiian
Electric. $562 for Maui Electric, and $1.,394 lor Hawai‘i Electric Light.
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AS CORRECTED IN APRIL 2018
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